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I. INTRODUCTION 




Figure 



f hat's happening to this 
country of ours? He put 

down his 4>aif-empty cup of coffee 
and looked across the dinner table at 
his wife of 26 years. 
"/ feel like everything we've worked 
so hard forts slipping away from us!" 
In one way or another, millions of 
other America^. families have started 
similar discussions in recent times 
Something'is wrongi It's painfully ob- 
vious to everyone! 

Inflation is taking its toll on all-Ameri- 
ca ns. She sees it everytime she goes 
shopping. He sees it in the operation 
of his small business— the rising costs 

. of materials, and the extra timeVand 
expense of keeping up with rules ^nd 
regulations He sometimes wonders ff 
it is worth staying in business. 
They are^ shocked at the cost of heat- 
ing, their home and driving their car. 
They have conflicting emotions when 
they see so many fuel-efficient for- 
eign cars on the streets. They are im- 
pressed at how well-built they seem, 

>fcut alarmed at how the Japanese and 
Germans seem to be outpacing us 
economically 

They are concerned about the erosion 
of their savings They wonder how 
their children will be able to afford a 
homeoftheirdwn They seetheirown 
standard of living slipping. They jiJst 
don't seem to be afye to make tt any 
mOreonhis inco'me alone— and so she 
is about to go back to work. Other- 
wise they simply won't be able to do 
the things they once did. And they'd 

■ have to give-up hope o/doing some of 
the things they'd planned to do. They 
worry about their retirement. They 
wonder if they— and -their children- 
are, simply going to have xb "settle for 
less." r 

They are upset, too, about the high 
, taxes they have to pay* They are con- 
cerned that their taxes are helping to 
perpetuate what they percejve to be 
an unfortunate change in the way 
many people approach life in America. 
Moday They are dismayed atwiat ap- 
peals to be a lack of pride in doing 
good work, at a growing "me-first" 
attitude, at" the widespread feeling 
that "governmental! take care of 
me.*" ^ 1 

^The increasing concerns of average 
Americans like these have led to a 
fundamental change in this nation's 
political thinking. 

■ The election of >1980 provided a popu- 
lar mandate for a national economic 
and social self-evaluationA^rechart- 
ing of our cdurse, and the beginning 
of a nationwide effort to rejuvenate, 

revitalize, and rebuild America. 
M6ny thoughtful people believe that 
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our national self-evaluation should 
focus on productivity— the measure of 
the output of the nation's goods and 
services per unit of input. The U S. 
Chamber of Commerce agrees— and 
for that reason, has prepared this 
booklet. Its purpose is to help create a 
better public understanding. of how 
productivity affects this country of 
ours, and suggest how people can 
change public policy in favor of a re- 
vitalized America. 

II. PRODUCTIVITY AND 
LIVING STANDARDS 




hy focus on Productiv- 
ity? Productivity is the 
term used to describe the measure- 
ment of goods and services produced 
by a given input of'resources— labor, 
energy, or capital. It may measure the 
• output of an individual, a company, 
an industry, a region, a nation. 
Productivity has a close statistical rela- 
tionship with real hourly earnings,— 
the buying powef' of the people— be- 
cause one cannot buy something 
unless it is produced. Productivity in- 
creases when more goods and services 
•are produced per hnan-hour This means 

r there is more>to buy and consume for 
the same inpuYprice. So real hourly 
, earnings go up.^e reverse is equally 
true — when proafchstivity declines, 
fewer goods and services are produced, 
so real hourly earnings decrease. 
For this reason, productivity is consid- 
ered a n "index of the "nation's eco- 
nomic \velfare." It measures the na- 



tion's production efficiency and over- 
all well-being at a given point in time. 
A closely related Concept is s 'produc- 
tivitygrowth." It measures changes in 
efficiency and well-being over time — 
and therefore mdrcates whether buy- 
ing power is rising or falling. / 
There is an important conceptuaj/dif- 
ferertte*between the two When/pro- 
.ductivity declines, our standard y of liv- 
ing declines. When productivity 
growth declines, the rare of /m- 
Qrovement of our standard of living 
declines. * 

As productivity'goes, sc/goes the na- 
tion's buying power. 

Figure 1 shows the dose relationship 
between'real hourly earnings and 
productivity— foctising on the private 
business sector— m the period since 
World.War II. 

When productivity increases rapidly— 
.as it did irv the period from 1948 to 
1968— jeal hourly earnings also s in- 
crease rapidly. This translates into a 
steady rise in the nation's standard of 
living, when the increase in prgductiv- 
ity slows down— as it did from 1969 to 
1978-/-growth in real hourly earnings 
slows down as well, and our standard 
of lining rises less rapidly/ When pro- 
ductivity actually decreasesi-s asyit 
begin to do in 1978— real hourly earn- 
ings^ decline, and our standard of liv- 
ing^drops. ' 

Th^ problem today is caused by the 
continuing decline in productivity . 
grbwth.- 

Totiay in America, the'problem is not - 



the level of the nation's productivity. 
We still produce more goods arid ser- 
vices per worker than x any other coun- 
try. But as our productivity growth 
continues to decline, we^re rwidly 
losing our advantage over the rje^t^f 
the world. / 
This means th^t we are having greater 
difficulty^emaming competitive witto, 
our major trading partners in the 
production of goods andservices. This 
makes it difficult to maintain a favor- 
able balance of international trade, 
# and contributes both^to Our inflation % 
\rate andxjpemplpyment. 
In 1971, we experienced our first trade . 
defKij of the 20th century, and have 
run almost continuous and increas- 
ingly large "deficits since then. 
W/heneas we once dominated the 
market forrfnanufactured goods, we 
were surpals&l years ago by West 
Germany and are now virtually equal- 
led by the Japanese Several American 
itidustrres have been seriously af- 
fected by a'flood oi imported prod- 
.*s gets. As a result, the American people 
have paid a heavy price in lost income 
and industrial dislocations tor our de- 
cline in productivity growth. 

Declming.productivity growth affects 
all Americans. 

As productivity growthTslows down, 
stagnates, or declines, there follows a,> 
distressing redaction in real spenda- 
. ble average weekly earnings— what.is 
left* after Social Security, federal in- 
come taxes, and inflation have taken 



their tolls. Bunng Qctobe£, 1980, the 
average married worker with three 
dependents Earned $82.92 a week in 
1967 doUars. At the end of 1980, real 
spendable earnmgs had dropped by 
7 0 percent from 1979 and stood at a 
level last attained in 1961. Other 
measures of real, earnings, like real 
weekly earnings and average hourly 
earnings, show similar though sorne- 
wbat less dramatic decline* , 
the American people are aware of 
their worsening situation. The inabil- 
ity to "get ahead" on just one mepme 
led millions of women into the labor 
force during the 1970's. Consequently, 
disposable income per capita has ac- 
tually risen, temporarily insulating 
family budgets^With large reserves of 
potential workers dissipated, how- 
ever, any future declines in earnings 
will bear much more directly on what 
a household can actually buy. 
Figure 2 shows clearly how spendable 
average weekly earnings, expressed in 
1£67 dollars, h^ve declined sincsT972 




ow is productivity meas- 
ured? The Bureau of Labor 
Statistics in the U.S. Department of 
Labor compiles a comprehensive set 
of productivity measures These 
-Treasures are calfed "output per 
man-hour,* .and therefore have often 
been interpreted as* representing 
^only the efficiency of labor. But the 
data that result lump together the 
combined effects of many influences, 
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such a's new technology, capital in- * 
vestment, utilization of plant capac- 
ity, energy use, and management 
skills, as well as labor effort As such, 
they v do not permit a breakdown of/ 
the various components For example, 
automating a* process shows an in- 
crease in labor productivity as re- 
ported by BLS measurements — but 
there is no way to indicate the specific - 

^ efficiency of the capital or energy in- 
volved in acquirlngand operating the 
new equipment x 
Between 1982 and 1984, the Bureau 
will begin, pubiishirig five new meas- 
ures of productivity that" will breaj<. 
putthe individual components, labor, 
capital, energy, materials, plus a 
weighted average of the four factors^ 
called "multi-factor" productivity 
To'achieve the general "measures that 
are rrow being 'published, the BLS 
computes productivity for 5 basic eco- 
nomic aggregates on both a quarterly 
and' annual basis private business; 
farm, nan-farm *busmess; non-farm 
non-manufacturing business; and 
manufacturing, including a breakout 
of durable goods and nondurable 
-goods. Ten industries are measured on 
an annual, basis, agriculture; con- 
struction, mining, transportation; 
communications,' utilities; wholesale 
and retail tracJe, finance, insurance, > 
and real estate, business and personal* 
services; and government enterprises. 
In addition, annual productivity 
measures have.been\nade of selected 
industries from 1947 to the present-" 
Each measure is a ratio between the 
level of output and the cprrespondi ng 
hours of all persons engaged in pro- 
ducing it For the measures of national 
productivity, national income ac- 

» counting concepts in constant dollars 
are used. Hours of-persons usually re- 
flect paid hours, including holidays, 
vacation, and sick leave in addition to 
hours at work. 

pr6ductivJty measurements vary in 
their accuracy. 
~When reviewing any one of these 
» measurements^ it must be recognized 
that the study is by no means an exact 
science. Productivity measurements *" 
are mact accurate for the manufactur- . 
ing sector of th^ecortQmy, and the 
^production of tangible items But this . 
activity comprises only about 30% of 
total output. 

The problem occurs in attempting to 
measure the delivery of serwees, iden- 
tified by BLS as "non-farm non- 
manufacturing business" for exam- 
ple, if is not meaningful to measure 
the productivity of a prjystcian in 
terms of the number of visit^his pa- 
ffpnts rrjake to his office each month 
More appropriate would be the level . 
"of health of his patients— but that is 
difficult to measure accurately Non- 
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farm non-manufacturing business 
represents an increasingly important 
part of the national economy, 
amounting to 62% of the total, 
v Similarly, measures of productivity by 

^ industry do not necessarily indicate 
differences in quality. For example, 
metallurgical coal is, of greater value 
than steam coal. So it pays to mine it i n 
thinner seams even though output 
per hour is lower than when mining 

' steam coal. 

Productivity growth resulting from 
the introduction of better quality 
products, or the replacement of a 
produc^ by a new ttenyis not easily 
measured eerier. NorSs it easy to 
measure a decrease in productivity 
because of a deterioration in product 
quality. 

.Coming up with an accurate meas- 
urement for labor input today is espe- 
cially difficult The use of paidhours as 
a measure of labor input" overstates 
the actual physical input of l^iborJ'As 
University of Michigan study reveals 
that there are more paid holidays and 
vacations now than 15 years ago, and* 
fewer minutes actually worked in a* 
'typkal/day, Similarly, some experts 
t claim thc|t du'ring periods of rapid in- < 
•flatlorfnsing prices distort thecalcula- 
tions, ancJ cause output per man-hour 
to be understated. 

Of course, the measurements muft be 
interpreted properly; within an ap- 
propriate frame of reterence For 
o example, productivity growth may 
vary greatly within normal short-term 
busiaess cycles,, and can eyen be af- 
fected by events such as a severe win- 
ter. Therefore, annual or shorter term 
productivity measures are lesj useful 
in depicting accurate trends than 
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Figure 3 



U.S. Average Annual 
Productivity Growth: 
1889-1980 1 




1889- 1920- 1948- 1969- 1974- 
1%19 1947 1968 1973 1980 » 

Source: Johp W. Kendrick, Rostwar Produc- 
tivity Trends, Table 3-2 for da*a trtru 1973, 
supplemented # by U.S. Bureau of Labor 
Statistics data. 

'Labor productivity is measured for the 
private business sector 

longer term measurements that in- 
corporate*everal up-and-down cycles 
in output. The current productivity 
"problem" addressed intfiis booklet 
refers to a trend that has been taking 
place over a decade, rather than nor- 
maLshort-term aberrations. 
Measurements of productivity 
growth are valuable economic tools. 
Despite the difficulty in assuring their 
accuracy, productivity measurements 
repfesent the best way known to 
evaluate the economic healtb of the 
nation. They are also vaiuabl4*tools in 
many specific areas of the economy. 



For example, some industries use pro- 
ductivity growth figures to rtegotiate 
wage increase^ and to highlight pos- 
sible problems calling for action. 
^ Differences in productivity growth 
* among countries indicate changes in 
international competitiveness in basic, 
industries, and servers a basis for 
predicting future patterns of exports 
and imports. 

For all its uses, productivity is difficult 
for many people to grasp. Yet it under- 
lies more visible economic indicators 
such as inflation;per capita intomes, 
and economic growth. Like the 
human he^rt, productivity is hidden. 
But it is basic to the economic pulse of 
the nation. 

111. HISTORICAL EXPERIENCE 




Figure 4 



How did we get where we 
are? America's productivity 
groyvth has been plotted fcom 18B9 to 
the present. Figure 3 shows how an- 
nual growth averaged about 2% in 
'.the 1889-1919 period, then increased 
to an average of about 2.2% from 
1920 to 1947 It w t as during this first 
half of the 20th Century that we ac- 
quired the standard of living that has 
been soften described as the "envy 
of the world." 

After 'World War II, productivity 
growth spurted to3.2%— as American 
industry shifted the enormous 
.amount of technofogy and manage- 
ment skill gained in wartime to the 
task of meeting the nation's pent-up 
demand for peacetime consumer 
goods. This was a peak period in 
Areencarj economic history. Living 
standards soared. We became the 
Jeacjer^of an ern^rging worlct econ- 
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Real PomestfcProduct per Employed Person for Selected Countries: 1950 T 1980 

Average Annual % Change in Productivity 2 
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omy. There appeared no limit to our 
wealth. 

But then, after 1968, productivity 
growth began its drop. There were 
two distinct dechnes — to 2.2°/o during 
1969-1973, then a precipitous slump to 
0.6% during 1974-1980, for an aver- 
age annual yearly rate of 1.3% from 
1969 to 1980. The growth rate of pro- 
ductivity was negative in 1978, 1979, 
and 198a~the first time this has hap- 
pened since data collection began in 
1909. A temporary negative growth 
might be understandable in recession 
periods. But it is very distressing to 
experience negative growth rates cor- 
ing a recovery. k 
While this decline was taking place in 



the United States, other countries — 
notably Japan, Germany, and France 
— st 1 1 1 were experiencing productivity 
increases. 

Figure 4 on the previous page shows 
the relationship between the produc- 
tivity of the United States, Japan, 
'Germany, France, and three other 
major trading partners in 1980. The 
U.S. is referenced as 100, and the 
others as a percentage of the U.S. 
level. Canada is closest to the United 
States, wfth productivity at 92. \% of 
ours. France stands at 89.4%, West 
.Germany at 88.7%, and Japan at 
68.4%. .The impact of these figures 
becomes clear when you note how the 
productivity growth rates of these 



,countn^T cc&ripare to ours It is esti- 
mated ^that Canada, France, West 
Germany, and Japan will pass us in 
productivity by 1390 if present esti- 
mates prove accurate. 
The key to a strong econorrly is posi- 
tive annual productivity growth at a 
rate high enough to assure a healthy 
mcrease'in real hourly income, as 
more goods and services are pro- 
duced. The U.S. Chamber of Com- 
merce feels that a 2 5%-3 5% rate of 
increase is a reasonable goal based on 
our historical experience and future 
prosjjpcts. 

An increase of this magnitude will 
bring about other benefits to the 
economy as well. Whenever labor, en- 
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Productivity Growth in Various Sectors of the Economy: 1948-1980 



(Anrlual Percent Change) 



Private 



Non-farm 



Manufacturing 



Non- 



Nonfarm 
Non- 





Year 


GDP in 
1972 $ 


Business 
Sector 


Farm 
Sector 


Business 

Sector 
* 


All 
Manufg 


Dura bib 
Goods 


durable 
Goods 


manufg 
Business 




1§48 


4.1 


5.3' 


10.8 


4 3- . 


• 

. 6.3 


* 6.2 


6.7 


3.1 




j % 1949 


t 0. 5 


1 5 


-0 9 


2^ 


4.0 


4 2 


4.-6 


0.8 




1950 l " 


8.7 


7.9 


14.1 


60 




58 


40 


6.6 




1951 


89 


N 2.8 


0.3 


1.7 


3.4 


1.9 


4.3 


1.1 




. 1952 


3.7 


'3.2 


. 7.8 • 


2.3 


1.8 


2.4 


0.6,' 


2.6 






3 ft 


3.2 • 


13-7 


1.7 


* " 1.7 


1.2 


1 7 


1 8 




1954 v 


1 % 


1.-6 


5.4 


1.4 


1.6 


0.9 


3.7 


1.0 * 




1955 


• If. 


4.0 


14 


* 39 


5,0 


5.7 


'3.5 


3.5 




. 1956 


2.1 


1? 


3.5 


0>3 


-0.7 


'-3.1 


4 30 


0.7 


. < 


1957 


1.8 




5.8 


1 7 


2.1 


1.6 


2.7 


1 5 




1958 


-0 3 


3.1 


12.6 


2.4 


'-0.4 


-2.4 




3.4 




1959 


6.0 


1 6 


-5 5 


1-6 . 


4.4 


• 4.8 


4.5 


'2.8 ■ 




1960 


% 21 


3.1 


' 9 5 • 


' 2.5 


0 7 


0.3 


~ 1.2 


0.8 




1961 


2.6 


3.3 


5.1 


2.9 


2 7 91 


2.4 


3.3 


»' 2.9 




9 1$62 * 


57 




% 2.7 • 


3.6 


4.3 • " 


4.8 


3.5 ' 


3.3 




1963' 


4.0 


-n 


7 7 


3.2 


7.2 


6.5 


' ' 8.1 


1.4 




1964 


5.2 




, 32 • 


3.9 


• si- 


5.5 


3.8 . 


3.4 




1965' 


6.0 


« a 


6.4 


3.1 




3.7 


2 1 


3.1 




19&6 


6 1 




4.2 ■ 


2.5 


1.1 


0.0 


2 6 


3.3 




1967 


2.7 


2 2 


9.0 ' 


1.9 '* 


'0 0 


0.4 


-0.7 


28 




' 1968 


46 


3.3 


0 2 


* 33 


'3.5 


3^.2 


40 ' 


3.2 < 




1969. 


2,8 


02 


7.4 


-03 


1.7 


• 1.0 ' 


2.9 


-1.3 * 




1970 . 


-0.2 


0.9 


13.2 


0.3 * 


• N -0.2 


-15'- 


1.5 - 


0.5 . 




1971 


3.3 


3.6 


8.9 


3.3 




6.3 . 


5.8. 


2.0- 




1972 


5.6 


3 5 


-3.3 


3.7 • 


5.0 


4.9 


5.3 


3.1 




1973 


- 5.5 


2.7 


1.5 




< 5.4 


3 7 


8.0 


1.1 




1974 


-0 7 


-2.3 


0.6 


-S \ 


-2 4 ; 


-2.8 


-1.7 


-2:3 




' 1975 


-0.9 




9.5 


21 . j 


2.9 


2.4 


• 3.4 ■ 


1.8 ' 




1976 


53 


3.3 


. 00* * 


3.2 


' 4.4 


5 7 


2.7 


27 * 




1977 


5.4 


2.1 


4!5 


2.0 


2.4 


2:6 ' 


2.1 


U. 




1978 


4,e 


-02 


-1.9 


# -0.2 


0.9 


0.0 


0.8 


-0.7 




1979 


.2 8 


-0.4 1 


9.5 


-0.8 


1.0 > 


-0.3 


3.1 


-1.6 




1980 


-0.3 


-04 7 


3.5 . 


-06 


-0.5 


-1.4 


0.9 


, '-0.4 




1948-1958 


3.5 


3.3 > 


6.8 


2.5 


"2.7 


*22 - 


3.5 : 


2.4 




1959*1969 


4.3 . 


. * 29 


4-5 


2.6 


3.0 


3.0 


3.2 


2.3 




1970-1980 


2.8 


' 1.4 


3.0 


1.2 


/ 23 




2.9 


07 




Source: U.S. 


Bureau of Labor Statistics 










■» 





ERJO 



8 



\ 



ergy, and capital or other inputs are 
used more efficiently, resources are re- 
leased into the economy to create * 
new goods and services. ^ 
Costs of productipn are also reduced 
as productivity growth increase*, and 
that can result in either lower prices or 
high ^profits, depending on the de- 
mand fo\the product or service at the 
time. \ 

$11 hat has happened in 
recent years? America's 

declining annual productivity growth 
mu£t*be reversed. . . 

To achieve the desired level of produc- 
tivity growth, action will be required 
in a numbec of critical areas. Defining 
those areas requires a careful exami : 
nation of the period since World War 
II. 

Figure 5 is based on 6LS productivity 
growth figures in the postwar period 
— 1948 through 1980— and is the basis* 
for determining the averages that 
^show the long-range trends. 

We can learn from the past — 1948- 
1968: America's Economy Takes Off. 
In this postwar period, annual pro- 
ductivity growth averaged 3.2%. 
Many of the factors contributing to 
this outstanding performance are 
known. The manufacturing technol- 
ogy gained'dunng World WaF II w^s 
applied to peacetime production. Re- 
search and development surged, as 
indicated in Figure 6. Civilian R&D 
growth did not increase as fast as for 
some of our major trading partners, 
but Figure 7 shows it advanced at a 
healthy rate nonetheless. Companies 



Figure 6 
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invested in new plants and equipment 
— causing the capital-labor ratio to 
almost double between. 1948 and 
1968, as you can see in Figure 8. The 
shift of labor from farm to more 
productive non-farm employment 
improved the measurement figures. o 



Figure 7 



Civilian Research and Development Spending for Selected 
Countries: 1 96 1-1 97& 
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The strong demand for goods and 
services that kept plants operating at 
near capacity was important. An ab- 
sence of inflationary pressures, ex- 
pensive energy, and restrictive social 
regulation provided an excellent clh 
rpate for productivity to increase. 
Estimates have been made of how 
factors like these have affected pro- 
ductivity. 

However, at least half of the im- 
provement" in productivity du*ng 
1948-68' has not been attributed to 
any specific category. Rather, it has 
b$en lumped together under general 
headings such as "improvements in 
knowledge," an "explosion in man- 
agement science," "improvements in 
quality," and the "unique position 
America held in the international 
marketplace" while our competitors 
were rebuilding economies'shattered 
by war. 

By 1968, the stimulative effect of these 
factors had subsided or was being 
offset." ' 

1969-1973: The Slowdown Begins. 
During th v e 1969-1973 peno/, produc- 
tivity growth fell from an average of 
3.2% to 2. 2%^ The capital-labor ratio 
'began behaving in an uncharacteristic 
manner, Registering unusually small 
increases in 1972 and 1973, as you can 
see in Figure 8. Real capital stock 
growth for these years was 
moderately below the 4.5% average 
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Figure 8 



The Capital-Labor Ratio: and its R^te of Change: 
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began in 1969 accelerated rapidly 
after 1973. Even excluding 1974, when' 
the decline could be attributed to the 
cieepest recession of the postwar 
^period, productivity growth averaged 
only 1.1% per year from 1975 through 
1980 — the worst record since the 
Great Depression. As previously 



S= 

" nbted % the instances of declines 
caused by recession periods were not 
followed by substantial and sustained 
increases in the recovery perjods, as 
might have been expected from his- 
torical experience. Negative values 
were reported for 1978through 1980. 
Growth of the real net capital stock 
declined severely during this period ( 
as shown in Figure 9. Analysts could 

■ remember no other time whert the 
stimulus of economic recovery pro- 
duced such a weak response in.caoffal 
investment as during 1976-1979 /"Trfe 
increase in the capital-lab6r tatio 
slowed considerably' during this 
period, asjndicated in Figure 8. The 
average Increase during the 1970's 
was. 1.28%, only 40% of the typical 

1 gain— 3.3%— fr ojgJ94 8-1968. Indeed, 
the ratio hasartuauyTTedined forfour 
consecutive 'years, beginning with 
1976. 

The declines in capital investment and 
the capital-labor ratio in the 1974- 
1980 period take on an even more 
somber perspective w N hen compared 
with what was happening in other 
countries. In terms of capital mvest- 
merrt, Figure 10 shows vs in last place 
among our maj6r trading partners. As 
a percentage of GNP, for every three 
dollars we spent'on plant and equip- 
ment, v Canada, West Germany, and 
France spent roughly four dollars and 
^apan spent almost six dollars. And 
these comparisons would be even 
more unfavorable iMhedata weread- 
justed for the greater regulatory bur- 
der\imposed on U.S. firms. 
As for capital-labor ratios, the United 
States dropped from first to Sixth in 



Figure 9 
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enjoyed from 1948-1968, as indicated 
in Figure9. 

U.S. spending on ail types of research 
and development, as a percent of 
GNP, fell from 2.83°/o in 1968 to 2.34% 
in 1973, while civilian R&D fell from 
1.50% tp 1.44%, according to Figure 6.' 
This was less than the relative com- 
mitments of both West Germany and 
Japan-r 

The slowdown in this period was abet- 
ted by an accelerating inflation that 
coincided with the advent of Great 
Society social programs and greater 
involvement in, the Vietnam war. In 
addition-, the first surge of post World 
War II "babies" entered the labor 
force, often as unskilled workers 
needing considerable training. The 
first impacts of expanding govern- 
ment regulation were felt, as well. 
The most conspicuous declines impro- 
ductivity growth during the 1969-73 
^period "occurred in the non-farm 
non-manufacturing business sector, as 
indicated in Figure 5. Mining, con- 
struction activity,, and the combined 
category of finance, insurance, and 
real estate all showed a nottceable 
slowing in productivity performance. 
There were exceptions to the general 
decline during the 1969-1973 period— 
notabfy ^government enterprises, ser- 
vices, and wholesale trade. 

1974-1980: The Slowdown Worsens. 1 

The productivity slowdown that. Source U S Department of Commerce, Survey of Current Business, February 1981, p. 60 
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Figure 



' terms of capital per worker. « 
Other measures were also indicating 
problems in the 1974-1980 period. 
Figure 11 shows that the average age 
of structures.and equipment stopped 
declining about 1973-74 Consider- 
able headway had been marie previ- 
ously. Between 1945 and 1973, the av- J 
erage age of structures fell continu- 
ously from 21 64 Xck 13.38 years. The f 
equipment series behaves similarly. 
The average age of equipment 
dropped steadily from 10 18 years in 
1935 t'o 6 30 years in 1951, rose to 7.25 
in 1962-1963, and 'declined again to 
6 29 years in 1974. At that point, the 
trend toward modernization came to 
f \halt^-and, for the first time since the 
(Jreat Depression, the age of both 
.structures and equipment began to 
increase. * 

During the 1969-1979 period, growth 
of expenditures for research and de- 
velopment also slowed, especially 
when related to GNP Total defense 
and civilian R&D spending peaked in 
1964 and h§s v declined almost con- 
tinuously since then. However, most 
of the declir*e N has been in defense and 
space programs of the federal gov- 
ernment — areas not considered of 
major importance to the national 
productivity effort Of more im- 
portance is total civilian R & D— for it 
represents the effort to develop new 
products 'and technology that affect 
our economic well-being Civilian R & 
D expanded as a percentage of GNP 
during the 1960's — to 1 51% in 1969. 
But then it leveled off, and remained 
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virtually on a plateau through 1979%s 
shown in Figure 6. Other countries al- 
ready had surpassed the U.S. efforj in 
civilian R&D by the early 1960's. West 
Germany and Japan increased their 
R&D commitments as a percent of 
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GNP during the 1~970's, thereby ex- 
panding their relative advantage over 
us, as indicated in Figure 7. 

Things aot worse arthe 1970's pro- 
gressed^ 

The productivity decline in the t974- 
1980 period was more widespread 
than during-1969-1973. 
Productivity growth was down in all 
sectors relative tb the 1960's and the 
trend got worse over time. In the pri- 
vate business sector there were three 
years of negative growth — in 1978, 
1979, and 1980. 

In addition, of 77 specific industry 
groups measured .by the Bureau of 
Labor Statistics in the 1980 edition of 
Productivity Indexes for Selected In- 
dustries, 56 showed a drop in produc- 
tivity growth in the 1974*1979 period 
compared to 1947-1979. Only 20 in-, 
dustries showed any improvement; 
one was unchanged. 
Declines were especially significant in 
bituminous coal mining, blended arrd 
prepared flour, brick and structural 
clay tile, steel foundries, both gas and 
electric utilities^ .and petroleum 
pipelines, as you can see in Figure 12. 
Since the decline in productivity 
growth i n the 1 97 k 4-1 980 period was so 
,much greater and more broad based 
than in earlier times, it is imperative 
that its causes be carefully deter- 
. mined. Only then can prompt action 
be taken to turn things around. 
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,1V. THE PRODUCTIVITY^ 
PROBLEM. EXPLORED* 




raft4/hat caused the slow- 

^ down? There is no single 

cause for our lagging productivity 
performance. But certainly a signifi- 
cant part of the problem relates to the 
slow growth in U.S. capital investment 
m, new plants, equipment, and 
technology. If we continue to trail all 
our major trading partners in growth 
of investment as a percentage of GNP, 
we will lose any technological advan- 
tages we now have, and'be forced to 
rely 6n production techniques based 



on outmoded equipment and ineffi- 
cient processes. It is obvious that a 
30-year-old plant is simply not as effi; 
cient as^one that is 10 years old. 
While wetiave found ourselves trying 
to operate with old an"cT obsolete 
plants, equipment, and processes, key 
trading partners — especially West 
Germany and Japan— have rebuilt 
their mdustnes,since Wo)<d War II, anef 
have kept them modernised yvith the 
latest technologies and worker 
motivation methods. > 
lp effect, they have taken technology 
we gave th'em and adapted it to 
modern economic and social condi- 
tions. We have tended'to operate as if 



it's "business as usual" and have not 
changed sufficiently to meet the 
competitive needs of the'times Jhus, 
part of our problem is rrtanagemept's 
"increasing, aversion to risk ^nd its 
focus on the short-run, abetted^by an 
uncertain economic environment ' 
Part of our problem is caused by the 
requirements use available capital 
investment to meet pollution control 
and work-place safety regulations, 
and to repkce inefficient energy in- 
tensive plants and equipment — essen- 
tial expenditures that do not add to 
productivity. 

Another part of the problem is the 
lack of incentive to invest. * 



Figure 1 2 



The Industry Competition of Slower Productivity Growth.: 1947-1979 vs. 1974-P979 
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'Productivity is calculated on the basis of output per hour per production worker, rather than per all employees 
Sourc* U S Bureau of Labor Statistics, Productivity Indexes for Selef&d Industries 1954- 1979, April, 1 981 . 
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Figure 13 



ghat's happened to in- 
vestment Incentives? 

^In a market economy, mo$t transac- 
tions take place in response to incen- 
tives. Producers purchase\^dditic5nal 
capital goods when the rate of profit , 

. is-expected to exceed retums&n, avail-. 
ab|e alternatives It is^Titely believed 
that the threshold retdrrt required be- 
fore producers are'willincj to invest 
has risen in recent years,- because of 
uncertainties induced by inflation, 
econ&mionst'ability, and government 
regulAon 

You c*i see from Figjure 13 thai the' 
return^ 'on depreciable assets fjrarp 
« 1955*^S? averaged 13 0% "arid 
drGjj^tf'fcrelow 10% only in the recjgs- 
$\6^e?Y:<yf 1958. During the 1970's, 
,f^v?eVer, ( rt averaged 9.7% Yet, the 
relationship between depreciable 
asset and bond yields Is even more 
startling. Before 1969, depreciable as- 
sets returned no less than 6% and oc- 
casionally more than 10% in excess of 
"nskless" U.5. Treasury issues. Begin- 
ning lift 1969 this pattern was broken 
As the 1970's proceeded, depreciable 
ass«tj^cam^ markedly less attractive 
relatiW to this gilt-edged investment 
By l^^the relationship had re- 
versed. Y?eft!^*ere,actually higher on 
Treasury securities than on productive 
^assets' Treasury h^nd yields and a 
.recession-induced decline* in corpo- 
rate profits Strongly suggest even 
worse results for 1980. 
The ratio of market value to replace- 
ment cost o k f net assets (Tobm's q)— 
aalso shown in Figure 13— measures 
the trade-off between new invest- 
ment and acquisition. When the ratio 
is above 1.0, the market values finan- 
cial assets of firms more than the re- 
placement cost of their physical-assets. 
Thus, it should be cheaper to invest in 
new equipment and^plant, rather 
than acquiring the physical assets of 
an existing firm. A ratio below" 1 0 
suggests that it is cheaper -to acquire * 
existing assets. * , 

The plunging q after 1973 provides a 
rationale for^he.observed increase in 
corporate acquisitions, which- doubt- 
less 'discouraged some new invest- * 
ment. Without an increase in the fi- 
nancial return to investment and a 
more positive market ' evaluation of 
corporate prospects, it is unlikely that 
.the private sectoncan revitalize tfself. 3 
Not only has trJfrTncentive to invest' 
be^n'dimmisTi^c/; but increased finan- 
cial deterioration^ eroding even the 
capacity to invest * 
From Figure 14, you carvsee that cash 
flow, a measure of internally gener- 
at^cTfunds that can be used to^inan^e ' 
newlftijgstments, fell sharply as a per- ' 
cent of GNP after 1968. For 1955-1969, 
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Year' 


Rate.of Return 


Rate of Return 


.Difference 


~t 

fartfo of Market 




on Depreciable 


on 10- Year 


Between 


/• Value to 




Assets' 


Treasury 


(Dand (2) 


Replacement 




(D 


Securities (2) 




Cost of Net Assets 2 


1955 


T4.3 


• 

2.82 


11 48 t 


0.855 


1956 


12.2 * 


3.18 


9 02 


0 837 


1957 


* 11.1. 


,3 65 r 


7 45 


0 775 v 


1958 


_ 9 5 • \ 


\ 3.32 


6 18 


0 810 


1959 


12.2 


v-« 1 4 33 
/ 4.12 ' 


7 87 . 


0.977 ^ 
0 954 


1960 • 


1 1 1 


6.98 


T961 


1 1.2 


3.88 


7 32 


1.055 


1962 


12,9 f 


3.95 


8 95 


0 998 


1963 


13.8 


4.00 * 


9,80 


1.096 


1964 . 


. 14.7 


4.19 


10.51 


1.174 , 


1965 


« 16 1 


4.28 


11 82 


1.247 


1966 


15.8 


4.92 


10.88 


1 126 


1967 


14.0 


5 07 


£93 


1.138 


1 nco 
l9po 


13 8 


5.65 


8.1 5 


1.174 

c 

1.053 


1969 


12 1 


6.67 


5 43 


1970 


9.5 


7.35 


2.15 


0 861 


1971 


10 1 


6 16 


3 94 


0 939 


1 Q7^ 

i y // 


.1 A "7 


C ^ 1 

O 1 1 


4.49 


1.011 


1973 


106 


'6.84 


■ 3 76 


0 932 


1974 


81 


7 56 


0 54 


0 666 ^ 


1975 


88 


7 99 


081 


0 658 


1976 


96 


7 61 


1 99 


0 743 


1977 


10.1 


7 42 


2 68 


0 656 


1978 


99 


8.41 > 


1.49 


0 606 


1979 


90 


, 9.44 


-0 44 


0.561 


1980 


N/A 


' 11.46 i 


N/A 


N/A 



'The return on depreciable assets is the sur^6f pre-tax profits, the capital consumption 
and inventory valuation adjustments, plus net interest paid divided by the current 
replacement cost of depreciable assets Financial corporate assets are excluded 
'Market valfre of equity and interest-bearing debt divided by the current replacement 
cost of net assets 

Source Economic Report of the President 1981, Table B-65 (bond yields), p 309, and 
Table B-86 (depreciable assets and net assets ratio), p. 331 



Figure 14 



Cash Flow as a Percent of GIMP: 1 955- 1 980 




1955. 
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1965 



1970 



1975 



1980 



Source. Economic Report of the President. 1981, Table B-86, p ,331 
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it averaged 9,4%, whereas the aver- 
age was 8 6% in the years 19?0-1980. 
Other things, unchanged, a falling 
cash flow means that corporate oper- 
ations are generating fewer funds 
through profits and capital cost re- 
covery all6wances This implies a need 
for 'more equity or debt financing to 
maintain a given rateof expenditures 
But other thipgswere not unchanged 
DuT>ng the 1970's stock prices fell. As a 
result, equity financing^became so 
unattractive that new issues almost 
ceased for several years Con- 
sequently, firms went heavily into 
debt, increasing their fixed costs and 
vulnerabihty.to unexpected events 
With declining returnigon investment 
and deteriorating corporate balance 
sheets, it is not surprising that our cap- 
ital spending performance has fallen 
short of our past efforts and those of 
our trade competitors Without sub- 
stantial increases in profitability and 
financial flows to corporations, the 
U S* cannot expect to raise investment 
materially from its present lackluster 
P ace i 




M^7 hat ^° the experts 
say? The search for causes 
of the productivity problem is a rela- 
tively new effort among economists. 
There is not yet a large and accepted 
body of information on the problem. 
The experts are just coming to grips 
with it. Their studies are becoming 
m'ore sophisticated, but the subject is 
very complex and there is much more 
work to be done. 

To date, the experts have used a vari- 
ety of statistical techniques to study 
some25 factors that they believe have 
contributed to the decline of produc- 
tivity growth. They are. 
t 1 Labor market tightness 
'2 Cyclical effects 
3 Weather, work stoppages 
4. Shifts from manufacturing tc 



vices 



5. Shifts from farm to non-farm em- 
ployment 

6. Shifts out of self-employment 

7. Changes in hours worked 

8. Labor force composition 

9. Education 

10 Health and vitality 

1 1 . x Nonresidential structures and' 

equipment w ♦ 

12. Inventories 

13. Other capital 

14. Economies of scale * 
* 1 5. Land 

16 Energy prices * 

17 Pollution abatement 

18 Other regulatipns fc 
19. Government services 

'20 Taxes 

21 Expectations 

22 Formal advances in knowledge 



23 Informal advances in knowledge 
24. Diffusion of knowledge 
25 Residual factors 
( Each expert has evaluated their 
effect— plus or minus — on the overall 
productivity growth rate and, as 
might be expected, there is a wide- 
spread disparity in the estimates. The 
variations result from differences in 
the time frames studied, different 
economic perspectives built into the 
models, and different questions asketi 
by the researchers. s 
In addition — as lengthy as the list is, 
there are other contributing factors 
that should be considered— but they 
have not yet been quantified, or can- 
not be. 

They include, tax disincentives to cap- 
ital formation and work effort, a 
change in the work' ethic, manage- 
ment deficiencies, measurement errors 
and insufficient coverage of the ecgjjt- 
omy, slower potential economic 
growth from increasing resource con- r 
stra ( ints, and the difficulty of measur- 
ing output in today's economy with its 
growing service/knowledge character. 
As complex and uncertain as the 
causes of the productivity problem 
may appear, there are a number of 
areas of agreement And it is on them 
that we can focus our attention. 

V. THE ROAD TO RECOVERY 

lint ow can we co ^ e to 9 r 'P s 

^ '-'with the productivity 
problem? The many different fac- 
tors that impact on productivity 
growth can be grouped into three 
main categories: 

• Those that represent broad social 
changes that are difficult to meas- 
ure, and even more difficult to con- 
trol or change .A . p 
for example, tfre shift to a ser- 
vice/knowledge economy, the in- 

, flux of unskilled and inexperienced 
people in the labor force, a change ' 
in the work ethic. 

• Thosenhat can be changed and 
should be the responsibility of the 
private sector . . . 

for example, management ap- 
proaches tolhe changed character 
of today's work force, thfe adversary 
relationships between manage- 
ment and labor, the tendency-pf 
management to focus on short- 
range objectives at the'expense of 
.•more productive long-range 
achievements, and union "make- 
work" provisions. 

• Those that can be affected by 
changes in public policy . . * 

for example, double-digit inflation, 
the burderT""T>£4axation, restrictive 
regulations, and the regulatory 
process itself. 




vMW hat chan 9 es must the 
private sector make? 

TrWre 1$ a growing consensus among 
experts that the fundamental produc- 
tivity problem rests with the private , 
sector — and that Significant changes - 
must be made if a healthy productivity 
growth rate is to be restored. These 
include changing management and 
labor attitudes that inhibit productiv- 
ity growth, and learning how to oper- 
ate efficiently despite a change in the 
work ethic that many productivity 
analysts cite. We are simply not work- 
ing with peopLe properly Our work 
force has changed— but management 
has not yet changed with it What we 
are doing now has simply not been* 
^effective 

Management is beginning To learn 

something from the techniques used 
vfey the Japanese— including greater 
"emphasis on programs that enrich the 
, quality of worklife There is evidence 

that American workers respond to 

these techniques 

Management must also make other 
•chan ges ff productivity growth re to be 
restored Decision-making must 
reemphasize perspectives that foster 
greater long-term profitability and 
lace less stress on short-term earn- 
gs. Corporate growth from produc- 
tive investment must be stressed, 
rather than such great emphasis' on 
♦ meters, diversification, and integra- 
tion. Management must become rela- 
tively more aware of the importance 
of production and technology, and 
focus less on risk minimization. 

More R & D is needed to improve pro- 
cesses of production. New lines of 
business must be stressed, instead of 
relymgso strongly on approaches that 
involve new pacKagmg, superficial 
product changes, heavy development 
budgets, and low budgets for basic 
research. 

Such changes may require a re- 
ordering of managerial experience, 
which has increasingly emphasized fi- 4 
nancial and legal expertise instead of 
engineering. Strategic decision- 
making should be encourged to im- 
prove dynamic efficiency and compet- 
itive strength by producing superior 
goods and services 

Perhaps most of all, managers 
should be encouraged to develop 
.more of an entrepreneurial approach 
to their jobsr More confidence is 
needed to deal realistically with the 
productivity problem, to institute new 
concepts and ideas, to look ahead to 
the future and take actions accord- 
ingly. This may even include revising 
traditional concepts of growth and 
profit levels' 



lW h - at role can the gov- 
ernment , play? Govern- 
x • ment actions can complement and 
enhance, private sector initiatives in 
restoring healthy productivity growth* 
in many areas. While not a substitute 
for pnvatesector initiative, public pol- 
icy can actjn two ways to improve 
productivity growth * 7 
First, and most important! continuity 
in ecohomic policy is essential to 
capital formation and long-run 
.decision-making Setting ^n~d*mam- 
taminjg long-run monetary growth 
targets are critical in this regard. Strict 
controls oh government spending 
would also afford a measure of con- 
tinuity in public policy. 
Second, removing pub.hc policy bar- 
riers, to productivity growth js an im- 
portant step ^government c5rf k ta"ke. 
Such barriers include regulatoryand 
tax disincentives to productive in- 
vestment, and pnang policies that re- 
duce economic efficiency by distort- 
^q^prices from their market values. 
The tl.S Chamber pf Commerce be- 
lieves that the peopled this nation 
can no longer delay a confrontation 
with the productivity jchallenge. Pub- 
lic pokey has a direct effect on produc- 
tivity, and therefore on the living 
standards of the people of America. 
. On their behalf ,~the Chamber is com- 
mitted to .an advocacy role in public 
and private forums, to encourage new 
pa[icie$ that will enhance U.S. produc- 
tivity performance. This effort is coor- 
dinated^ and directed by the 
Chamber's Productivity Cente/. 
The productivity problerr/has been 
buijcu^g for more, than a decade. 
TJ>ere is no "quick fix" solution — 
temporary or emergency programs to 
meet special needs. Rather, the 
problem calls for systematic and 
fdamental changes in the nation's 
overall economic environment, the 
natron's tax system, «^nd the regula- 
tory process, especially as it has af- 
fected energy. 

We can adjust policies that contribute 
to inflation/id uncertainty. 
The link- between grocjuctivity and in- 
flation usually refer* to the impact of 
changes in produd&ity on inflation. 
Therevs a hnkbetweer^he slowdown 
in productivity growth in the 1970's 
and the resulting acceleration in infla- 
tion Clearly,, however/ 'far more im- 
portant factors affect* the .rate of in- 
flation than changes in v productivity. 
But the question has been asked— is 
there a reverse link? Does rapid in- 
flation cause productivity growth to 
decline? 3 

At least one study isolates inflation as 
, the most important single factor af- 
fecting productivity performance in 
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rec^i^years. While no quantative es- 
timate has been made, and perhaps 
cannot be made, a strong theoretical 
case exists for this view. 
First, the acceleration of inflation and 
the slowdown in productivity growth . 
occurred virtually simultaneously. 
Second, the government's uncertain 
monetary policies aimed at control- 
ling inflation took the form of con- 
stant^ stimulation and thejrrestnction 
of the economy, during! the business 
cycle, leading to sharp swings in eco- 
nomic pe/formance. This unpredicta- 
% ble stop-and-go action caused lower 
plant utilization^ during those times 
when the economy was being artifi- 
cially slowed— thereby reducing pro- 
ductivity. 

Federal spending hascontinued toex- 
* ceed revenues, creating huge budget' 
deficits tf>at crowd out productive pri- 
vate irwestment. 

Other effects of inflation on efficiency 
and incentives are undoubtedly im- 
portant mflatipn increases the cost of 
a^embling information for monitor- 
jffc^and managing business .perform- 
ance It reduces Jjfc^e incentive to make 
significant commftments to research 
and -development, increases the un- 
certainty and risk, in long-range in- 
vestment compared to speculative fi- 
nancial activity, and tends to defla'te 
4 tnVmeasure of output. 
With such' an unstable and inflation- 
ary economic environment, busi- 
nesses are reluctant to make long- 
term investment commitments. 1 
Thmk about your ownsituation — how 
is inflation affecting your business or- ■ 
ganization 7 Your personal life? Isn't i% 
time to do something about it? 

We can review tax policy as iraftects 
capital investment. ■ \ 

For the past decade x>r moreVthe . 
United States has had a very poorVcJ 
ord regarding capital formation, me 
problem is caused in part by a tax sys- 
tem that is biased against investment. 
Tax rates on investment income are 
higher than for wages and salaries. 
High<corporate tax rates lead to a very 
low rate of return on productive in- 
vestment and cause casji flow to 
dwindle. Depreciation provisions are 
inadequate. Corporate earnings paid 
out*to shareholders are ta*ed twice, 
once as corporate mcome and then 
acjain as dividends to the shareholder. 
In addition, rising earnings and the 
inflationary environment lead to cap- 
ital gains, which are taxed also. 
. As has been shown, ail of our major 
trading partners— even Great 
Britain— have devoted a larger share 
Of GNP to investment than we have. 
All havehigherpersonal savings rates. 
Several have higher civilian research 
and development investment ratios as 
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a percent of GNP And most have 
plants and equipment that are signifi- 
cantly newer than ours. Analysts have 
frequently cited our low rate, of in- 
vestment as a crucial factor account- 
ing for lagging U.S. productivity per- 
formance. 

... as it'affects R&D 
It is clear tha^lf.S companies must 
h?ve greater cash flow available for 
research and development — basic, as 
well as applied At the present time, 
the trend in industry istause theR & D 
money that is,available forapplied re- 
search instead of basic research this is 
an ominous shift becaase^t means 
fewer fundamental breakthVoughs in 
the years ahead. This will be the case 
until cbangeaare made in our tax sys- 
tem to^permita greater return on in- 
vestment. 

Consider* how tax policies-affect you! 
Isn't it time to take some action? 

We can look carefully at regulatory 
policy affecting investment and R & O. 
It seems clear that the dramatic na-~ 
tional decline in productivity growth * 
since the late 1960's came about in 
part because of the proliferation of 
federal laws and regulations dealing 
with health, safety, the environment, 
and energy. Little thought was given • 
to the economic consequences of 
their enactment. Yet, the total cost of 
regulation in one year (1 980) has been 
estimated at $126 billion. Compliance 
costs totalled $120 billion, and an ad- 
ditional $6 billion- was spent on ad- 
ministrative costs. Civilian research 
and development has become less ef- 
fective at promotjirjg productivity 
gams, because companies need to 
divert R&D resources to defend and 
prove product claims, as required by 
government regulations. 
Regulations have had a .particularly 
severe impact on certain specific in- 
dustries Environmental .regulations 
.have? required huge expenditures 
frorri the, copper, coal, iron and steel, 
chemicals, paper, and oil refining in- 
dustries. Productivity growth in min- 
ing began to decline in 1969 when the 
Federal Coal Mine Health and Safety 
Act was passed. It Has fallen rapidly in 
recent years, even as more coal has 
been mined in response to the energy 
crisis and the high cost of oil. Produc- 
tivity growth i.n transportation has 
fallen off significantly since 1973, 
partly because of EPA regulations, as 
well as rising energy prices. 
Think about your own organization, 
and how government regulatory pol- 
icies are affecting it Isn't it time for a 
changa? 

Regulations have contributed to our 

energy problem . , . 

The impact of government regula- 
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ttonS has been especially severe on 
energy-intensive industries — because 
of the added burden imposed by high 
energy prices. 

The slowdown in productivity growth 
parallels the OPEC-induced increases 
in world energy prices that started in 
1973. Studies where the main produc- 
tivity effect of energy is presumed to 
be its impact on capital formation 
conclude that one-third to one-half of 
the capital.effect in declining produc- 
tivity growth is due to energy. High 
energy prices have affected the 
capital-labor ratio, by increasing the 
cost of production. Energy-intensive 
plants and equipment have* been 
made obsolete. While many com- 
panies are investing in more energy- 
efficient plants and processes, many 
others Trave been reluctant to make 
the investment because of inflation 
and generally uncertain economic 
conditions. Consequently, there has 
been a tendency to substitute labor 
for capital and energy, resulting in 
lower productivity. 

Government laws -and regulations 
contributing to the problem include 
the Clean Air Act, the Clear Water Act, 
. the Fuel Use Act, the NaturaLGas Pol- 
icy Act, the National Energy and Con- 
servation Act, and nuclearrsafety reg- 
ulations. AM have imposed severe 
restraints ~on the development and 
production of energy and have played 
a role in- restricting productivity 
growth The cost of meeting govern- 
ment regulations in the area of 
health, safety, and the environment 
add<to the problem. 

Here's* what can— and must— be 
done. . , * ■ 

The U.S. Chamber recommends the 
following actions as a way to reverse 
^fhe slowdowi of productivity growth, 
restore vigor to the American econ- 
omy, and improve the standard of liv- . 
'ing of the people: 
1 Provide tax relief for business and 
individuals, including a revised cap- 
ital cost recovery system, reduction 
in the marginal income tax rates 
applied to individuals and corpo- 
rations, an end to double taxation 
of corporate income, and reduc- 
tion in the capjtal gains tax rate. 

2. Reduce inflationary pressures on 
the economy by stable money 
growth and significant cuts in fed- 
eral spending. 

3. Revamp or repeal specific regula- 
tions that arerCounter-productive 
or .cost-ineffective; reforfn'the en- 
tire regulatory process to prevent 
excessively restrictive regulations 
from being inflicted on the pro- 
ductive part of the economy; and 
establish a consistent energy policy 
that.develops our own energy re- 



sources, removes price controls on 
energy supplies, and provides for 
multiRje-use of federal land. 
For a list oicurreTit bills before Con- 
gress which would hel|J accomplish 
these objectives, call or write the U.S. 
Chamber's Productivity Center. 

an we do the Job? We 

can— with the help of all con- 
cerned Americans. A massive effort is 
underway to change the direction we 
have been moving for the past decade 
or so, to reverse the declining trend in, 
productivity. It's an effort that every- 
one can jOin, for our standard of living 
is at stake. 

The charts, graphs, and tables lay it all 
out for everyone to see. And yet, the 
bars and lines and numbers reflect 
what every person can tell from his - 
grocery bi|l, or on thfe gas pump, or at 
the clothing ster«. They say that we 
are losing ground to inflation— and it 
has to be brought to a stop. Taking 
steps to increase the growth of ^pro- t 
ductivity is one way this can be done.' 
We have created the problem for our- 
selves. We believed our great system 
of private enterprise xould continue 
to carry us^to higher and higher 
standards of living. We thought we 
could do it and still support well- 
meaning but enormously expensive 
social and environmental objectives. 
We shackled the system with taxes 
and regulations that kept it from 
functioning efficiently. W^created an 
Unstable economic environment that 
made long-range planning difficult or 
impossible. In essence, we made it vir- 
tually impossible to support ourselves 
in the style to which we had grown 
accustomed. t 
Now — we*are setting out together to 
change all that 

The U.S. Chamber of Commerce and 
its Productivity Center, are taking a . 
Jgadership role in Jhe att&*k. And 'all 
Americans are invited to take part. 
Keep up with proposed legislation af- 
fecting productivity, and" let your 
elected representatives know your 
concern. If you are in a position to 
make yourcompany more productive, 
doso. If you are a publiQofficial, speak 
out. Let everyone know that changes 
must be made in the way we do busi- 
ness. Many of the old ways simply 
won't work any more. 
We must change our policies and pur 
ways. When these changes are made, 
it is the people of America who will 
benefit. 
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Appendix \ ' 1 


A. Tables of Supporting Data 




Tab* A- 1 


' t ' o 

. Table A-2 * . 


Figure 2 


^ 'Frgure6 . , . v 


Real Spendable Average 
Weekly Earnings: <! 


U.S. Spending on Research and Development: 1953-1979 


1947--1980 


/ fAs a Percent of GNP) i 



(In 1 967 Dollars) 



Weekly 



Year 


Earnings 


• Year 


Earnings 


1947 


$66.73 


1964 


$88.88 


1948 


67.2S 


1965 


91.67 


1949 


69.66 „ 


1966 


91.21 


• 1950 
f 1951 


72.18 


1967 


90.86 


71.71 


1968 


91.44 


1952 


72.79 


1969 


91.07 


1953 


75.29" 


19*70 


90.20 


1954 


75.59 


1971 


92.69 


1955 


. 79.06 


1972 


97.11 


1956 


80.86 


1973 


95.70 


' 1957 


80.32 


1974 


91.14 


1958 


79.80 


1975 


90.35 


* 1959 


^82 31 


1976 


91.42 


1960 


* 02.25 


1977 


93.63 


f961 


83 13 


1978 


92.54 


>962 
,#1963 


84.7S 


1979 


89.41 


\$5.67 • 


198JD 


83.11 



Source* U S Bureau of Labor Statistics, as 
found in Employment and Training Report 
of the President, September, 1980 Table 
C-11. 



Year 



1953 
,1954 
1955 

* 1956 
1957 
1958 
1959 
1960 

. 1961 
'1962 
1963 

.'1964 
1965 
1966^ 
1967 
1968 
1969 
1970 
1971' 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 



Defense and 
c Civilian 



1.40 
1.54' 

1 55- 
1.99 
2.20* 
2.39 
2.54 
2.67 
2.74 
2.73 
2.87 
2.97 
291 
2.90 
2.91 

2 83 
2.74 
2 64 
2.50 
2.43 
2.34 
2.32 
2.30 
2.28 
2.26 
2.27 
2.29 



Tot^L 

Civilian 
<t — 

0.72 

0.77 

0.78 

1.00 

1.00 

1.10 

1.09 

1.21 

1.22 
• 1.22 

1.30 

1.30 

1.34 

1.42 • 

1.48 

1.50 

1.51 

1.52 

1.48 

1.44 

I .4h~ 

1.50 

1.50 

1.51 

1.50 

1.52 

1.54 



Industry 



Federal 
Nondefense 



Universities 
and Others 



0.61 
0.64 
0.63 
0.79 
0.78 
0.83 
0.84 
0.89 
fr91 
0.91 
0.92 
0.93 

0 95" 
0.97' 
1.02 
1.04 
1.07 

1 06 
1.02 
1.00^ 

1.05 
1.03 
~1.05 
1.04 
1.05 
1 08 



0.07 
0.09 
0 12 
0.16 
0.18T 
0.22 
0.20 
0 27 
0.25 
0.25 
0.31 
0.30 
0.32 
0.38 
0 39 
0.39 
0.36 
0.37 
0.38 
0.36 
0.35 
0.37 
0.39 
0.38 
0.39 
0.38 
0.38 




0.04 
0.04 
0.03 
1 0.05 
6.04 
0.05 
0 05 
0.05 
0.06T 
0.06 
0.07 
0 07 
0.07 
0.07 
0 07 
0.07 
0 08 
0.09 
0.08 
0,08 
CT.U7 
0.t)8 
0.08 
0.08 
0.07 
0.09 
0.08 



Source: National Science Foundation, National Patterns of R&D Resources, as presented 
by George Carlson, Office of Tax Analysis, Office of the Secretary of the Treasury, January 
6,1981. - 7 



© ■ 

ERIC 



17 



13 





Table A-3 ' 


— \ 1 

^ Table A-4 




Table A- 5 f 




Figure 9 


Figure 1 1 




Figure 14 



.Growth Rate'of the Real 
Net Capital -Stock: 
1948-1979 

(Net Stock of Fix^d Nonresidential 
Private Capital in 1972 Dollars) 



Average Age of U.S. 
Equipment and Structures: 
1 925- 1980 



Cash Flow as a Percent of 
/GNP: 1955-1980 





orowin 




Growth 


Tear 


D -ate* 


• Year . 


Rate 


1948 


8.0 


1966 


6.7 


1949 


47 


1967 


5.4 


* 1950 


5.0 


1968 


5.1 


1951 


5.0, 


1969 


5.4 


1952 


* 3.9 


1970 


4.2 


1953 


4.3 


1571 


3 3 


\954 


34 


1972 


3.9 


1955 - 


4.3 


1973 


5.2 


1956 


4.5 ■ 


19/4 


4.3 


1957 


4 1 


19&5 


2.1 


1958 


2.3 


1976 


2.2 


1959 


2.8 


1977, 


3.1 


1960 


3.2 


1978' * 


* 3.7 


1961 


,2.8 


1979 


4'.0. 


1962 


3.5 


1948-1958 


4.5 


1963 


3 5 


1959-1969 


4.4 


1964 


4.4 


1970-1979 


3.6 


1965 " 


6.0 







Source U S Department of Commerce, 
Survey of Current Business, February 1981, 
p 60. 



Yoar 

Tear.' 


tq uipmeni 


Structures' 




As A As 
Percent v Percent 


1925 


1 8.54 


18.0Qf 




Year 


of GNP Year of GNP 


1926 


8:52 












1927 


8 55 


17/0 


1955 


9.3 1968 9.4* 


1928. 


8.59 


1/.59 


" 1956 


8 9 1969 8.6 s 


1929 


8.55 


17.44 


1 957 


8.9 1970 .7.8 


1930 


8,67 


/17.43 


1958 


8.6 197T 8.3 ' 


1931 


8.97^ 


f 17.67 


1959 


9.3 1972 8.6 


1932 


| : 9.40 


/ f 18.09 


1960 


8.9 1973 8,0 


1933 


1 9.81 


/ 18,55 


1961 


8.8 19?4 7.0- 


1934 


10.08 


18 99 


1962 


9 5 * *1975 „ '9.0 


1935 


10.18 


19.38 


1963 


9 7 v 1976 9.3 


1936 


10.08 


19.66 


1964 


10 1 1977 9.6 


1937 


9.83 


.19.82 


1965 


10 6 1978 9.3 


1938 


9.81 , 


20.06 


1966 


10.4 1979 8.9 


1939 


9.69 


20.28 


1967 


10.0 % 1980 8.7 


1940 
1941 


9.38 
8.97 


,20.43 
20.46 


Source Economicjteport of the President. 
198h Table B-86. d 331 


1942 


8.93 


20.74 










1943 


8.90 


21.14 






1944 


8.70 


2147 






1945 


8.26 


21.64 






.1946 


7.80 


2\.19 






1947 


7.11 


20.82 






1948 


6.65 


20.43 






' 1949 


6.48 


20.11 






, 1950 


6.35 


19.77 


* 




1951 


6.30 


19,38 






— 1952 


6.35 


19.02- 






• 1953 


• 6.39 4 


18.62 






1954 * 


6.53 


18.21 






1955 


• 6.61 


17.79 






1956 


6.70 


17.28 




> * 


1957 * 


6.78 , 


16 84 






1958' 


6 95 


16.49 






1959 


7.05 


16 17 






. 1960 


7.13 


15.85 






1961 


7.23 


15.55 






1962 


* 7.25 


15 26 






1963 


, . 7.25 


15.03 






1964 


7.18 


14.77 






1965 


7.02 


14.45 < 






1966 


6.82 


14.14 






1967 


^ 6.69 • 


13.93 






1968 


6.59 


13.76 






1969 


6.49 * 


M3.59 




> 


1970 


6.46 


13.50 




1971 


6.47 


13.45 






1972 


6.45 


13.42 






1973 


' # 6.34 


13 38 






1974 


6.29 


1341 






1975 


6l35 


13.53 






1976 


6.39 


13.66 






1977 


6.38 


13.79 






1978 


6.35 


13.89 






1979 


6.32 , 


13.94 






1980 


6.35 " 


14.02 







Sourcyj U.S. Bureau of Labor Statistics. 
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